
 
 

 
 

 

 

 

 

 

   

   
 

 

 

 

 

 
 

                                                           

 

Chapter 9 

Category 11e 


Changes in the Applicable Percentage 


Definition 
This category is used to report violations associated with the Eligible Basis of a building 
(discussed in chapter 8) or any occurrence that result in a decrease in the Applicable 
Percentage of a building.  This chapter addresses noncompliance affecting the Applicable 
Percentage of a building. 

The low-income housing credit amount is based on certain costs associated with a 
building (eligible basis) and the portion of the building (Applicable Fraction) that low-
income households occupy. The cost of acquiring and rehabilitating, or constructing a 
building constitutes the building's Eligible Basis. The portion of the Eligible Basis 
attributable to low-income units is the building's Qualified Basis. The Qualified Basis is 
multiplied by a factor (Applicable Percentage) so that the credit is limited to 70 percent 
or 30 percent of the Qualified Basis.1  In summary, the annual credit is: 

Eligible Basis x Applicable Fraction = Qualified Basis 

Qualified Basis x Applicable Percentage = Annual Credit 

Generally, under IRC §42(f)(1), the annual credit can be claimed for 10 taxable years, 
beginning with the taxable year in which the building is placed in service; or, at the 
election of the taxpayer, the succeeding year2. Under IRC §42(f)(2)(A), there is a special 
rule for the first year of the credit period.  Any reduction in the credit allowable for the 
first year of the credit period by reason of the rule is allowable for the first taxable year 
following the credit period.  (See IRC §42(f)(2)(B).) In addition, under IRC §42(f)(3), if 
the qualified basis as of any taxable year in the 15-year compliance period (after the first 
year) exceeds the qualified basis as of the close of the first year of the credit period, then 
the applicable percentage applied to the excess Qualified Basis is two-thirds of the 
Applicable Percentage that would otherwise apply. 

IRC §42(b)(2)(B) provides that a new building that is not federally subsidized is eligible 
for an Applicable Percentage equal to a 70 percent present value credit while a new 
building that is federally subsidized and an existing building are eligible for a 30 percent 
present value credit. 

Monthly credit tables published in the Internal Revenue Bulletin provide the actual 
Applicable Percentages to be used in calculating the credit.  These tables effectively 
adjust the rates on a monthly basis so that the present value over the ten-year credit 
period will continue to yield the 70 percent and 30 percent figures.   

Federal 	 IRC §42(b)(2)(B)(ii) provides that the Applicable Percentage for new buildings that are 
Subsidies	 federally subsidized is the 30 percent present value credit.  Section 42(i)(2)(A) provides 

that a new building is federally subsidized for any tax year if, at any time during such tax 

1 IRC §42(b)(2)(B). 
2 IRC §42(f)(1)(B). 
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year or any prior tax year, there is or was outstanding any obligation the interest on 
which is exempt from tax under §103, or any below market Federal loan, the proceeds of 
which are or were used (directly or indirectly) with respect to the building or its 
operation. However, the building will become eligible for the 70 percent present value 
credit if (1) by the close of the first year of the credit period the taxpayer elects (on Part 
II of Form 8609) to reduce the Eligible Basis of the building by the principal amount of 
the loan or by the proceeds of the tax-exempt bond, or (2) before the building is placed in 
service, the taxpayer repays the loan or redeems the tax-exempt bond.  

Assistance IRC §42(i)(2)(E)(i) generally provides that assistance provided under the HOME 
Provided Investment Partnership Act (HOME) with respect to any building will not be treated as a 
Under the below market Federal loan if 40 percent or more of the residential units in the building 
HOME are occupied by individuals whose income is 50 percent or less of the Area Median Gross 
Investment Income (AMGI).   Partnership 
Act 

Example 13: Qualifying for the 70 Percent Present Value Credit Under IRC §42(b) 

A new qualified low-income housing project consists of Building 1 and 
Building 2, each containing 100 residential rental units.  Forty percent of 
the units in each building are low-income units.  The owner elected the 
40/60 minimum set-aside under IRC §42(g)(1)(B).  Also, the owner elected, 
on Form 8609, Low-Income Housing Credit Allocation Certification, to 
treat the buildings as part of a multiple building project.  The owner 
obtained a HOME loan at less than the AFR for the project. 

The rule under IRC §42(i)(2)(E)(i) applies on a building-by-building basis.  
To qualify for the 70 percent present value credit, the taxpayer must rent at 
least 40 units in both Building 1 and Building 2 to tenants whose income is 
50 percent of less of AMGI throughout the 15-year compliance period.   

In addition: 

a.	 The units used to satisfy the rules under IRC §42(i)(2)(E)(i) are also 
counted toward the project’s minimum set-aside under IRC §42(g)(1). 

b.	 The rent restriction for all the low-income units, including the units used to 
satisfy the rules under IRC §42(i)(2)(E)(i), is based on the applicable 
income limitation under IRC §42(g).  In this example, the imputed income 
limitation applicable to the units in the project is 60 percent of AMGI and 
the rent may not exceed 30 percent of that amount.  

In Compliance 
A new building receiving the 70 percent present value credit is in compliance if no 
federal subsidy is used (directly or indirectly) for the building or for its operation.  If a 
federal subsidy is used (directly or indirectly) for the building or for its operation, the 
building is in compliance if (1) the taxpayer elected (on Part II, Form 8609) to reduce the 
Eligible Basis of the building and this reduction is properly reflected in the Eligible Basis 

3 This example is based on Rev. Rul. 2004-82, Q&A #6. 
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determined at the close of the first year of the credit period, or (2) the federal subsidy is 
redeemed or paid before the building is placed in service.   

Out of Compliance 
A new building receiving a 70 percent present value credit is out of compliance if a 
federal subsidy is used (directly or indirectly) for the building or for its operation and: 

1.	 The taxpayer fails to elect (on Part II, Form 8609) to reduce the Eligible Basis of the 
building,  

2.	 The taxpayer elects (on Part II, Form 8609) to reduce the Eligible Basis of the 
building but the reduction is not properly reflected in the Eligible Basis of the 
building determined at the close of the first year of the credit period, or 

3.	 The federal subsidy is not redeemed or paid before the building is placed in service 
and the taxpayer did not elect to reduce the Eligible Basis as described above.   

A new building receiving the 70 percent present value credit is also out of compliance if 
it otherwise meets the “In Compliance” requirements above, but a federal subsidy is 
subsequently used with respect to the building or its operation during years 2 through 15 
of the compliance period.  

A building is out of compliance as of the date the federal subsidy is used. 

Back in Compliance 
In general, a violation of the federal subsidy rules is a noncompliance event that cannot 
be corrected. For example, a federal subsidy used (directly or indirectly) with respect to 
a new building receiving the 70 percent present value credit during years 2 through 15 of 
the compliance period results in a decrease in the Applicable Percentage of the building 
from the 70 percent to the 30 percent present value credit, beginning with the year the 
subsidy is used and for all remaining years in the compliance period.  Following the 
close of the first year of the credit period, a taxpayer cannot elect to reduce the Eligible 
Basis of the building in an attempt to qualify for the 70 percent present value credit.   

If a state agency identifies the receipt of a federal subsidy during years 2 through 15 of 
the compliance period for the operation of a building or project where the Applicable 
Percentage is the 70 percent present value credit rate, noncompliance should be reported 
under category 11e. No attempt should be made to determine whether the taxpayer 
correctly lowered the Applicable Percentage.   

Under unusual circumstance, it might be possible to correct a noncompliance event 
occurring during the first year of the credit period.  For example, the owner receives a 
favorable private letter ruling from the IRS allowing the taxpayer to make a late election 
on Part II, Form 8609, to reduce Eligible Basis to the extent of a federal subsidy.  The 
owner should not be considered back in compliance unless documented by a favorable 
determination by the IRS.  
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